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CBN MONETARY AND
CREDIT POLICY:
CONCEPT,
ADMINISTRATION AND
GUIDELINES FOR 1991
8. C. ONYIDO.
It would be recalled that the
Nigerian economy is presently undergoing a process of economic
transformation within the context of
th e
Structural
Adjustment
Programme (SAP) introduced in the
second half of 1986 to improve the
functioning of the economy.
This paper carries out a discussion of the a pplicatio n of the
moneta ry and credit poli.cy
measures that are in force in the light
of prevailing economic circumstances. The paper is divided into Five
Parts. While Part One examines the
concept, objectives and instruments
of monetary policy, Part Two deals
with monetary and credit policy administration in Nigeria. In Part Three,
the policy stance under SAP is disc ussed and in Part Fo ur, the
m one tar y a nd credit policy
measures for 1991 are reviewed. The
final Part, Five, is the summary.

PART ONE:
CONCEPT , OBJECTIVES AND INSTRUMENTS OF MONETARY
AND CREDIT POLICY
What is Monetary Policy?
Monetary Policy is defined as
t he combinati on of measures
designed to regulate the supply of
money to an economy. Specifically,
it is d esign ed t o regulate the
availability (or quantity) , cost, and
direction of credit in order to attain
stated national economic objectives. Monetary policy usually involves the expansion or contraction of
money supply, the manipulation of
interest rates to make borrowing
easier and cheaper or more difficult
and dearer depending on prevailing
economic conditions, and the channelling of fund s to growth sectors for
increased output. The regulation of
the volume and price of money is
ca lled discretionary contro l of

money; discretionary in the sense
that it is made at the instance of a
monetary authority, say a central
bank. Monetary policy affects the
private sector's preferred hold ings
of real and financial assets. By their
actions in financial markets, changes in interest rates or the relative
quantities of financial assets, the
monetary authorities can br ing
about a divergence between the
private sector's desired portfolio of
assets and its actual portfolio.

Objectives of Monetary Policy
Generally, the objectives of
monetary policy include:1.

The control of inflation and
maintenanc e of relative
price stability.

2.

The maintenance of a healthy balance of paym ents
position for the country in
order to safequard the external value of the national
currency.

3.

The promotion of a fast and
desirable rate of economic
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growth and development,
and
4.

The maintenance of a low
level of unemployment.

Because conflicts do arise
when all these objectives are pursued simultaneously, choice has to
be made by the authorities as to
which objective(s) to lay emphasis
upon at any point in time and what
instruments to be adopted in achieving the selected objective(s).

Instruments of Monetary and
Credit Control
Main techniques by which a
central bank may achieve policy objectives are grouped into two Market Intervention and Portfolio
Constraints. The former relies on the
power of the central bank as a dealer
in financial markets to influence the
availability and the rate of return on
assets in a general way, thus affecting both the desire of the public to
hold money balances and the willingness of banks to take deposits
and lend. Portolio constraints, on
the other hand, place restrictions on
a particular group of institutions
(banks) limiting their freedom to acquire assets and liabilities (Crockett,
1973, pp. 83 - 84).
Ranlett (1969, pp. 344 - 385)
classified monetary policy instruments into quantitative and qualitative tools. Quantitative tools operate
primarily by influencing the cost,
volume and availability of bank
reserves and thereby the supply of
credit. Their effect is general, impartial and impersonal. The instruments
are Open Market Operations, Discount Rate Policy, and Legal
Reserve Requirement. These are in-

37

direct tools of credit control. Qualitative tools on the other hand, typically
seek to regulate the demand for
credit for specific selected users,
and are therefore selective. The emphasis here is on direct credit control.
The instruments are discussed
below.
Open Market Operations (OMO)
With this tool, a policy of
monetary expansion or contraction
is carried out by altering the reserve
base of the commercial banks thereby enhancing or limiting their credit-

creating capacities. If the policy is
expansionary, the central bank ~urchases government securities from
the commercial banks thus causing
the latter's reserves to rise and enhancing their credit-creating
capacity. Conversely, if the intention
is to pursue a contrationary
monetary policy, the reverse applies
(i.e. the central bank sells government securities) . This stance is
usually adopted to counter an inflationary situation.
The effective use of this instrument requires the existence of a
well-developed financial system and
integrated interest- sensitive financial markets where the amount of
government securities held by
banks, companies and individuals is
very large. In developed economies,
this instrument is regarded as a very
potent tool of monetary management.
Variable Rediscount Rate Policy

The minimum rediscount rate is
the rate of interest charged by the
central bank for rediscounting bills
for banks mainly when they are

under pressure for short-term funds.
Rediscounting is linked with one of
the functions of the central bank as
lender of the last resort in order to
foster public confidence in the banking system.
The importance of the rediscount rate for monetary regulation is
that other rates of interest are linked
to it. They move up as it rises and
come down as it falls. As a tool of
policy, raising or lowering the minimum rediscount rate signals the intention of the monetary authorities
to either contract or expand bank
credit. In other words, the rediscount rate can produce important
announcement effects on the credit
markets.
Reserve Requirements
The liquidity ratio ensures that

banks are liquid at all times to satisfy
the fund requirements of depositors
as well as controls banks' growth
excess reserves with a view to curtailing excessive credit expansion
through their lending operations. It
is expressed as a ratio of liquid assets to total deposit liabilities.
The cash ratio also aims at
moderating banks' liquidity. When
imposed, it cuts down the excess
reserve base of the banks, thereby
limiting their credit-creating potential.
There are also supplementary
reserves such as special deposits
which the central bank can call for if
banks seem likely to expand credit
beyond the level considered safe for
the economy. Such deposits are
frozen and do not count as part of
the banks' liquid assets.
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Moral Suasion
This is simply an attempt by the
monetary authorities to use their influence and prestige in the financial
community to persuade banks to
restrain their lending or allocate it in
a different way. They try to induce
banks to abandon the objective of
profit maximization in the short-run
in favour of the priority areas in the
interest of the national economy.

Direct Controls
Direct controls operate by placing quantitative ceilings on banks'
credit and also limiting their freedom
to undertake certain activities. They
are usually adopted because it is
feared that other methods of influencing banks' activities will not
work sufficiently. Direct tools are
employed in developing economies
because of the absence or underdevelopment of the financial infrastructure necessary for operating
indirect techniques.

PART TWO:
AD M INISTRATION OF
MONETARY POLICY IN
NIGERIA
A major responsibility of a
modern central bank is the promotion of monetary stability with a view
to ensuring a stable internal and external value for the national currency. Other traditional functions of the
central bank include issuance of
legal tender currency, maintenance
of external reserves, banker and
financial adviser to the Federal
Government, and banker to other
banks.

In Nigeria, as in many other
developing economies, the responsibility for monetary policy formulation rests with the Central Bank of
Nigeria (CBN). Monetary policy is
actually proposed via a memorandum sent by the Bank to the
Presidency (previously through the
Federal Minister of Finance).
In preparing the memonrandum , which contains proposed
monetary policy for the ensuing fiscal year, the CBN takes into account
the views and suggestions of the
banks, the business community and
other interested members of the
general public. It then reviews the
prevailing economic conditions and
the prospects for the year ahead and
outlines which objectives of
monetary policy should be emphasized and pursued in the immediate year ahead. These proposals
are used for the preparation of the
Annual BudgE!t ..
The Government takes the final
decision as to which advice to accept or reject and spells out the
decision as part of its budget. This
decision is then rolled out to the
commercial banks and other financial institutions in the country by the
CBN in its Monetary Policy Circular
as directives for compliance. The
directives include limits of credit expansion, distribution of credit to
various sectors of tt,e economy,
reserve requirements, rediscount
rate, etc. Penalties for non- compliance with some of the directives
are also spelt out in the circular.
The CBN also conducts periodic examination of the books of all
licensed banks in the country and

the latter are required to submit
monthly returns to the former and
these allow the CBN to further appraise the operations of the banking
institutions as well as to offer
guidance to those banks which
might require advice in the management of their affairs. In addition, the
Bank examines and makes recommendations on all applications to establish new banks.

Monetary and Credit Policy
Instruments
The following instruments are
available to the Central Bank of
Nigeria for achieving the objectives
of price stability, growth, enhanced
domestic financial savings and efficient resource allocation, balance of
payments equilibrium, and high level
of employment:(i)

Open Market Operations;

(ii)

Variable Rediscount Rate
Policy and Interest Rate
Structure;

(iii)

Variable Liquidity Ratio;

(iv)

Cash Reserve Requirement;

(v)

Special Deposits;

(vi)

Stabilization Securities;

(vii)

Credit Ceiling;

(viii) Sectoral Allocation of
Loans and Advances;
(ix)

Moral Suasion.

The policy of open market
operations has rarely been adopted
in Nigeria because of the underdeveloped nature of the country's
financial system. Until recently, interest rates were fixed for government securities and the securities
account for the bulk of total
securities in the Nigerian money
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market. Participation in the market
by the non-bank public is also low.
All the other instruments have
been variously adopted in Nigeria.
However, the rediscount rate, up to
1986, was not very relevant to the
country's economic circumstances
primarily because of its relative nonvariability and rigidity, and the fact
that commercial banks in the
country had, for most of the time,
remained excessively liquid.
Interest rates were managed
directly by the authorities, though
such management was based on expert advice, in the absence of a welldeveloped financial market.

PART THREE:
MONETARY
AND
CREDIT
POLICY
UNDER THESTRUCTURAL ADJUSTMENT
PROGRAMME
Following
unfavourable
developments in the international
petroleum market since 1981, the
country's balance of payments
came under severe pressure. The
country's total external reserves fell
drastically while imports continued
to rise unabated. External debts and
trade arrears mounted, government
deficits piled up, the problem of unemployment became acute and
domestic prices soared.
There were no major changes
in monetary policy except the
reintroduction of compulsory advance deposit against imports between 1982 and 1984. However, in
line with the fiscal policy measures
adopted primarily to protect the ex-
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ternal sector, credit ceilings were
progressively reduced from 30 per
cent in 1982 to 7 per cent in 1985 to
reinforce credit restraint. The
Federal Government had in 1982
enacted the Economic Stabilization
Act in order to protect the balance of
payments and revamp the
economy.
By mid-1986, the economy was
on the brink of total collapse. It became obvious that the measures
taken since 1982 were mere palliatives as their effectiveness was constrained by many factors including
distortions and rigidities introduced
into the economy by over-regulation. In other words, the progressive
reinforcement of controls in the effort to solve the problems only aggravated them and created new
ones. This was the scenario in which
the Nigerian economy was when the
Federal Government adopted the
Structural Adjustment Programme
in July 1986 to improve the functioning of the economy. This date represents a very dynamic one in the
history of economic stabilisation in
Nigeria as it marked the end of a
highly regulated regime and opened
up a new chapter that reflects
government's efforts at deregulating
the economy, with emphasis on
market forces.
The Structural Adjustment
Programme specifically aims at
achieving fiscal balance and
balance of payments viability over
time by altering and restructuring
the production and consumption
patterns of the economy, eliminating
price distortions, reducing the heavy
dependence on the export of crude

petroleum and the import of consumer and producer goods, enhancing the non-oil export base and
bringing the economy on the path of
steady and balanced growth. Other
objectives include the lessening of
unproductive investment in the
public sector, improvement in the
sector's efficiency and intensification of the growth potential of the
private sector so as to lay the basis
for sustainable growth. The main
elements of the liberalisation
strategy include the deregulation of
the external trade and payment arrangements; the adoption of a realistic and sustainable market
determined exchange rate for the
naira; substantial reduction in complex price and administrative controls; as well as the rationalisation
and restructuring of public expenditures and customs tariffs.
In formulating current
economic policy therefore, conscious efforts have been made by
the authorities to generally dismantle the various controls which
formed the basis for past economic
policies. Examples of monetary
policy measures that have been
deregulated so far include interest
rates and sectoral anocation of
credit. In line with the objectives of
SAP, monetary and credit policy
measures, since 1986, have been
restrictive, except in 1988 when an
expansionary stance was adopted in
order to steer the economy towards
resumed growth. In the section that
follows an attempt is made to discuss the 1991 Monetary and Credit
Policy.
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PART FOUR:
MONETARY
AND
CREDIT
POLICY
MEASURES FOR 1991
By 1990, a number of economic
indicators had pointed to some improvements in the performance of
the economy compared with 1989.
Available data indicated that inflation
rate for the twelve-month period
ended September 1990 was 16.2 per
cent compared with 46.2 per cent for
the twelve-month period up to September 1989 and 43.5 per cent for
the twelve months ended December
1989. Also, the index of agricultural
production rose by 7.2 per cent in
1990 as against 6.1 per cent in 1989
while the index of industrial production grew marginally by 0.8 per cent
over 1989. The level of unemployment declined marginally while the
country's balance of payments
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persistent depreciation In the naira
exchange rate with attendant cost
escalating effects. Besides, the unemployment and inflation rates
needed to be brought down further,
while developments In the external
sector continued to be a major
source of concern. Although the
reform of the financial system undertaken since the introduction of the
Structural Adjustment Programme

system caused by the prolonged
use of credit ceilings, it has been

has proved beneficial to the

decided that monetary policy will
shift from the direct control of credit
growth to the market-oriented approach based on generalised tools.
Towards this end, monetary and
credit policy objectives in 1991 are
expected to be achieved mainly
through the use of instruments of

economy, some outstanding
problems of the system needed to

Indirect credit control, namely, cash
reserve requirements, liquidity ratio

be tackled with despatch. Such

and Open Market Operations
(OMO). The switch to the new sys-

problems include the financial weaknesses of some banks, the underdevelopment of the financial system,
and the adverse impact on competition among banks and linkages between financial markets of the
prolonged use of direct monetary
controls.

recorded considerable improvement. However, monetary growth

Objectives and Strategy of
Monetary Policy in 1991

accelerated rapidly in the second

Monetary and credit policy for

half of the year, resulting in an overall
increase of 25.7 per cent in narrow
money (M1) in October over Decem-

1991 has been formulated against
the background of the problems
highlighted above and the need to
consolidate the achievements al-

ber 1989, compared with the

In order to eliminate the distortions and inefficiency in the financial

tem, however, has not taken place
as it requires elaborate preparations
such as effecting legislative and institutional changes in the financial
system, streamlining the reporting
formats/ procedures of banks,
generating timely supply of banking
data and resolving the problems of
financially weak institutions.
Consequently, credit ceilings
for commercial and merchant banks
have continued to be in force and
shall remain so for sometime in fiscal
1991 . The ceilings notwithstanding,

ready made. The stance of policy

Government ' s commitment to
abstain from additional borrowing
from the banking system in 1991 is

measure (M2) also recorded a sharp

has thus remained moderately
restrictive but supportive of govern-

increase of 26.8 per cent compared

ment efforts at solving the problems

with a view to making more credit

with 12.8 per cent in 1989, indicating

of low productive capacity and output. The main objectives of
monetary and credit policies in 1991

prescribed target to 13.0 per cent for
fiscal 1990. The broad money supply

a high level of liquidity in the system.
lnspite of the improvements

thereby exert additional down-ward
pressure on interest rates. Thes~ anticipated developments would fur-

are:-

observed in 1990, some problems
persisted during the year which had

(i)

adverse implications for sustained
economic growth and development.
These include high market interest

further moderation of the
inflation rate; and

(ii)

further reduction of pressures on the balance of
payments, and the maintenance of a stable exchange rate for the naira.

rates which affected investment adversely, low growth of output and

available to the private sector and

ther aid the objectives of stimulating
private sector productive capacity
and output and generating employment. The monetary and credit targets for 1991 are as follows:-
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1990

(i)

Growth in Money Supply (M1)

13.0%

14.6%

(ii)

Growth in aggregate bank credit

13.5%

10.6%

(iii)

Expansion in Credit to Government

10.9%

(iv)

Growth in credit to the private sector

15.8%

Details of current measures are discussed below.

Aggregate credit Ceiling
Consistent with the efforts to
stimulate growth, the ceiling on
commercial and merchant banks'
aggregate credit to the private sector has been raised from the level of
12.5 per cent fixed for 1990 to 13.2
per cent in fiscal 1991 . Howaver, as
in the preceding year, the 1991 ceiling applies to all credit granted to the
private sector without any exception. That is, credit shall comprise
the banks' loans and advances, and
investments, including leasing assets and net inter-bank float such as
call money and certificates of
deposit.
In order to facilitate the monitoring
of banks' performance and accommodate seasonal variation in private
sector demand for credit, the permissible rate of credit expansion of
13.2 per cent is broken down on
quarterly basis as follows:Quarters
of 1991
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1991

16.4%

The base for each quarter's target is
the level at the end of December
1990. To create room for new and
small banks to grow, such banks
with total c redit not exceeding
N50.00 million as at the end of
December 1990, are allowed to attain a credit level of N50.00 million
before any ceiling on credit growth
is applied to them. However, banks
with total credit of more than N50.00
million, but not exceeding N100.00
million, may expand credit by the
stipulated 13.2 per cent or 20 per
cent of total deposit liabilities at the
base period, whichever is higher.
The base for such banks is the actual
credit at the end of the quarter
during which N50.00 million is exceeded.

Sectoral Allocation of Commercial And Merchant Banks'
Credit
In line with the policy of inducing adequate growth in the non-oil

Non-Cumulative
Quarterly: ~eiling
(per cent)

Cumulative
Quarterly: Ceiling
(per cent)

First

3.1

3.1

Second

2.2

5.3

Third

2.9

8.2

Fourth

5.0

13.2

sector in 1991 and further restrain
inflation in the economy, commercial and merchant banks in the
country are directed to channel a
minimum of 50 per cent of their total
credit to the priority sectors (agriculture and manufacturing enterprises)
and a maximum of 50 per cent to the
other sectors. Details of the allocation are given below (see table on
next page):-

Loans To Rural Borrowers
In view of the need to accelerate rural development and
thereby stem rural - urban migration,
commercial banks are enjoined to
lend to rural branch customers a
minimum of 50 per cent of total
deposits mobilised from such areas.
Such credit shall be granted exclusively to finance economic activities based in those areas.

Loans To Small-Scale Wholly
Nigerian Owned Enterprises
As part of the measures to ensure the sustained promotion of
small scale enterprises, commercial
and merchant banks in the country
are required to channel a minimum
of 20 per cent of total credit outstanding to this category of
enterprises. Such loans shall strictly
be for activities in the industrial sector, and not for general commerce.
For this purpose, a small-scale
enterprise for commercial and merchant banks' loans is defined as one
whose capital investment does not
exceed N5.00 million (including land
and working capital) or whose turnover is not more than N25.00 million
annually.
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Maturity Structure of Merchant Banks' Assets
The minimum share of merchant banks' credit of medium and
long-term tenure, with maturity of
not less than 3 years, is further
reduced from 40.0 to 20.0 per cent,
while the share of their credit of
short-term nature (maturing within
12 months) remains at a maximum
of 20.0 per cent.

PERCENTAGE ALLOCATION

Commercial
Banks

Merchant
Banks

50.0

50.0

(a) Agricultural Production

(15.0)

(10.0)

(b) Manufacturing enterprises

(35.0)

(40.0)

50.0

50.0

100.0

100.0

Sector

1. Priority Sectors

2. Others

Equipment Leasing
Commercial banks were with
effect from January 1990 allowed to
engage in equipment leasing. In
keeping with the on-going policy of
enhancing the productive capacity
of the private sector and liberalising
the fµ1ancial system, this measure
remains in force in 1991. However,
the stipulation that not more than 15
per cent of their total assets shall be
in equipment leasing is no longer
required for both commercial and
merchant banks.

Reserve Requirements
Cash Reserve Requirement
In the past, the cash reserve
requirement prescribed for banks
had been defined as the ratio of cash
reserves deposited with the CBN to
demand deposit liabilities. In order
to enhance the effectiveness of cash
reserve requirement for monetary
control, the base-for computing this
ratio has been expanded to include
all deposit liabilities. Consequently,
cash reserve requirement, with effect from 1991 , is d~fined as the ratio
of such cash deposits at the CBN to
total deposit liabilities, including
demand, savings and time deposits.
For fiscal 1991, all commercial and
merchant banks are required to ob-

• Total (1 +2)

serve a minimum cash reserve ratio
as now defined (i.e. ratio of cash
deposits to total deposit liabilities) of
3 per cent at the end of every month.

Liquidity Ratio
The minimum liquidity ratios for
both commercial and merchant
banks were harmonized and fixed at
30 per cent in 1991 . Compulsory
deposit with the Central Bank in
respect of violations of aggregate
credit ceiling, shortfalls of loans to
agriculture and small scale
enterprises as well as shortfalls in
the revised merchant banks' assets
structure, and cash deposits to meet
cash reserve requirements are excluded in the computation of the required liquidity ratio.

Stabilisation Securities
This instrument was first
employed in 1976 in order to mop up
banks' idle cash balances. It was
however, djscontinued in 1979 but
reintroduced in August 1990, following the rapid increase in banks' liquidity. The instrument, issued to

commercial and merchant banks
that are excessively liquid, is nontransferrable, non-negotiable and
held till maturity (90 days). The CBN
pays interest on the security, the rate
being equivalent to the prevailing
treasury bill issue rate plus a small
margin.

Interest Rate Policy
As noted earlier, all controls on
deposit and lending rates have,
since 1987, been abolished and
greater reliannce placed on the
marketforces of supply and demand
in the determination of those rates.
However, the CBN continues to
keep a close watch over the interest
rate structure in relation to developments in the economy. In the light of
developments in 1990, therefore,
and to ensure symmetry in the
movement of interest rates, the following measures were adopted in
1991 :(i)

Banks' lending rates are
not to exceed 21 per cent;
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(ii)

Ban ks' savings deposit
rates are not to tali below
13.5 per cent;

classification of other assets and offbalance sheet engagements.

effected to facilitate banks' equity
holding in companies.

(iii)

Downward revision of
Central Bank's Minimum
Rediscount Rate from 18.5
to 15.5 per cent.

Abolition of Foreign Guarantees/Currency Deposits As Collaterals for Naira Loans

Banks With Subsidiary Companies Offering Financial Services

As in 1989 and 1990, commercial and merchant banks or any
other financial institutions are not required to grant loans denominated
in naira on the security of foreign
guarantees and/or foreign deposits
held abroad and/or in domiciliary accounts with Nigerian banks. Any
bank or non-bank financial institution which breaches this directive
will be made to deposit with the
Central Bank an amount equivalent
to the loan principal so granted.
Such deposits are non-interest bearing, and in the case of banks, ineligible for inclusion in the banks'
specified liquid assets for the purpose of calculating the statutory liquidity ratio.

As with the 1990 p olicy
guidelines, commercial and merchant banks with subsidiary companies offering financial services
and related functions are directed to
provide the CBN with necessary information regarding such operations.

(iv)

Banks are required to forward to the CBN regular
returns on their cost of
funds.

Capital Funds Adequacy
The CBN in its Circular to
banks, No. BSD/FE/48N OL.6/ 303
of 1990, confirmed its acceptance of
the recommendations of the Basie
Committee on the need for a common and effective standard of measurement of capital adequacy. In
keeping w ith international standards, therefore, a bank's capital is no
longer related to total credit but to
risk weighted assets. In 1991, banks
are required to maintain not less
than 7.50 per cent of their risk assets
as capital. Furthermore, at least 50
per cent of a bank's capital for this
purpose shall comprise paid-up
capital and reserves.

Prudential Guidelines for
Licensed Banks
In 1991 , banks are required to
continued to strictly observe the
prudential guidelines outlined in
CBN Circular No. BSD/ DO/ 23
Vol.1/II of 7th November, 1990 which
constitute part of the set criteria for
the evaluation of their performance
by both the Regulatory Authorities
and the market. Issues covered by
the guid elines inc lude credit
portfolio classification, provision for
non-performing facilities, credit
portfolio disclosure, interest accrual,
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Banks' Equity Holding in
Companies
Commercial and merchant
banks are required to take up equity
participation in small-to-medium
scale agricultural and manufacturing enterprises with a view to encouraging the establishment of new
enterprises and enabling banks to
respond positively to the problems
of the existing firms which need to
restructure their capital base for survival and growth. Each bank is required to invest not more than 1Oper
cent of its paid- up capital plus reserves in a company's equity and a
maximum of 33½ per cent overall
ownership participation in various
enterprises. Relevant amendment to
the Banking Decree 1969 is being

As noted earlier, penalties for
non-compliance with some of the
directives are spelt out in the circular.

PART FIVE:
SUMMARY AND CONCLUDING REMARKS
This paper has reviewed the
current monetary and credit policy
in the light of the prevailing
economic circumstances of the
country. The major objectives of the
policy include further moderation of
the inflation rate, further reduction of
pressures on the balance of payments and the maintenance of a
stable exchange rate. The stance of
policy is moderately restrictive but
supportive of government efforts at
solving the problems of low productive capacity and output. While
Open Market Operations has rarely
been employed in the circumstance
of Nigeria, direct control of credit
has been used extensively over the
years, with attendant distortions and
inefficiency in the financial system.
The paper noted the
authorities' resolve to shift emphasis
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from the direct control of credit
growth to the market-oriented approach based on generalised tools,
namely Open Market Operations
and reserve requirements, sometime in 1991 and in line with the
policy of deregulation. Already, interest rates and sectoral credit allocation have been deregulated.
Kowever, in the light of developments in the economy in 1990, the
minimum rediscount rate and bank
deposit and lending rates were
lowered in 1991 .
Measures adopted during the
year, and the determination of the
authorities to adopt the indirect approach to monetary management,
are with a view to improving the
functioning of the economy. However, the nature of monetary policy
itself does not recommend it to be
employed in isolation. Suffice it to
mention that it should be, and is,
complemented by other policies
such as fiscal and exchange rate

policies, for greater effectiveness.
The problem lies in determining the
appropriate "mix" and blend".

6.

RANLETT, J . G; Money and
Banking: An Introduction
To Analysis and Policy,
Galifornia, 1969.
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